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E.O. 11562: GDS 

TAGS: EFIN, ECON, PO 

SUBJECT: PORTUGAL'S EXTERNAL SECTOR 

1 . ECONOMIC COUNSELOR MET MORNING OF AUGUST 26 WITH BANK 
OF PORTUGAL GOVERNOR SILVA LOPES AND VICE GOVERNOR VITOR 
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CONST ANCIO. SILVA LOPES STATED THAT BANK OF PORTUGAL HAS 
ARRANGED POSPONEMENT OF SEVERAL LOAN REPAYMENTS AND 
NEGOTIATED ADDITONAL SHORT-TERM CREDITS. THESE FACILI- 
TIES SHOULD MEET PORTUGAL'S EXCHANGE REQUIREMENTS THROUGH 
OCTOBER, BUT AT THE COST OF GREATLY AUGMENTING VOLUME OF 
OBLIGATIONS FALLING DUE IN DECEMBER. 

2. REVIEW OF RECENT COMMERCIAL BANK INTERNAL REPORTS, 

SILVA LOPES STATED, INDICATES THAT RESERVE CRISIS OF LAST 
JUNE STEMMED MORE FROM SHARP NET REDUCTION IN COMMERCIAL 
BANK FOREIGN LIABILITIES THAN FROM PRIVATE SECTOR SPECULA- 
TION. (COMMMENT: NATIONALIZED/BANKING SYSTEM, WHICH CON- 
TINUES TO OPERATE MUCH LIKE PRIVATE COMMERCIAL BANKS, MAY 
HAVE BEEN SPECULATING AGAINST AN ESCUDO DEVALUATION.) 

HE ADMITTED, HOWEVER, THAT THE CURRENT ACCOUNT BALANCE FOR 
THE FIRST SIX MONTHS OF 1977 WAS WORSE THAN THE FIRST 
QUARTER RESULTS HAD LED BANK OF PORTUGAL TO EXPECT. IN 
FACT, TRADE ACCOUNT DEFICIT FOR JANUARY-JUNE 1977 WAS SUB- 
STANIALLY LARGER THAN FOR SAME PERIODO F 1976. AT 
LEAST PART OF THIS DETERIORATION, HE CONCEDED, PROBABLY 
STEMMED FROM SPECULATIVE IMPORTS. 

3. GO HAS BEEN CONDUCTING BILATERAL NEGOTIATIONS WITH 
SEVERAL GOVERNMENTS ON IMPLEMENTATION OF LOA PROGRAM 
ANNOUNCED IN PARIS IN JUNE. NEGOTITIONS WITH VENEZUELA 

HAVE BEEN CONCLUDED. AGREEMENT REQUIRES ONLY FINAL SIGNATURE 
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OF PORTUGUESE FINANCE MINISTER. IT PROVIDES FOR THREE 
EQUAL DRAWDOWNS OF $7.5 MILLION IN SEPTEMBER, OCTOBER 
AND NOVEMBER OF THIS YEAR; A SEVEN PERCENT INTEREST RATE; 

AND REPAYMENT OVER TEN YEARS BASED ON SDR VALUES. NORWEGIAN 
LOAN AGREEMENT ALMOST CONCLUDED, BUT MUST BE APPROVED BY 
NORWEGIAN PARLIAMENT. ONE-THIRD OF $10 MILLION CREDIT 
WILL BE DRAWN IN NOVEMBER, THE BALANCE IN 1978. SWISS 
DISCUSSIONS HAVE ADVANCED SIGNIFICANTLY. BUT SEVERAL QUESTIONS 
ARE UNRESOLVED. BOTH SWISS AND NORWEGIAN LOANS PROVIDE FOR 
SEVEN PERCENT INTEREST AND TEN YEAR AMORTIZATION, AND ARE 
CONDITIONED ON A PRIOR GOP AGREEMENT WITH IMF FOR SECOND 
TRANCHE STANDBY. IN ADDITION, TO ABOVE CANADA HAS INDICA- 
TED ITS INTENTION TO OFFER GOP A GRANT OF WHEAT VALUED AT 
$15 MILLION. FRANCE HAS PROPOSED A "TIED" CREDIT, BUT 
BANK OF PORTUGAL HAS DELAYED ITS RESPONSE IN HOPES FRANCE 
WILL ALTER ITS PROPOSAL. OTHER EUROPEANS, AND NOTABLY 
SWISS. HAVE REPORTEDLY EXPRESSED STRONG OPPOSITION TO TIED 
PROVISIONS OF PROPOSED FRENCH LOAN. 

CARLUCCI 
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